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STRATEGY
(Licenciatura)

Final Exam (first call)

Answer each question on a separate sheet of paper. Good luck!

1. [15 minutes; 4 points] A former student of this course said that:

“A firm’s profit may be influenced by the presence of another firm that is not
even actively producing a product.”

State whether this statement is true or false and justify your conclusion while writing at
most 10 lines (graphs do not count towards the ten lines).

2. [15 minutes; 4 points] Joe Theory, the best student in his class, has said that:

“Entry may be detrimental for tacit collusion (cooperative pricing) amongst in-
cumbents.”

Classify this statement as true or false and justify your conclusion while writing at most 10
lines (graphs do not count towards the ten lines).

3. [45 minutes; 6 points] Two firms, 1 and 2, produce two goods, 1 and 2, respectively, at
constant marginal and average cost 2, whose demands are given by

q1 = 10 � p1 + p2

q2 = 10 � p2 + p1.

(i) How are goods 1 and 2 related? Explain.

Suppose that the manager of firm 1 is thinking about embarking on a R&D project that would
lower the marginal cost of producing good 1 to 1.

(ii) Assume first that the manager takes into account only the direct effect of the R&D
project. What is the maximum amount that the manager is willing to pay for it?

(iii) Assume now that the manager takes into account the strategic as well as the direct
effect of the R&D project. What is the maximum amount that the manager is willing to pay
for it?

(iv) Compare the previous two answers and intuitively explain the differences.

4. [45 minutes; 6 points] A good whose demand in a country is given by p = 10 � q is
currently produced and sold by an incumbent monopolist at constant marginal and average
cost 2. A foreign firm, the entrant, has decided to import the same good, but has credibly
committed to bring into the country a quantity of 2, at a constant marginal and average cost
of 4. After entry, the two firms compete in quantities.
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(i) Can the incumbent monopolist deter entry? If so, describe quantitatively the strategy
that does so.

(ii) Can the incumbent monopolist accommodate entry? If so, describe quantitatively the
strategy that does so.

(iii) Which strategy will the incumbent monopolist choose? Quantify.

(iv) Which is preferred by the entrant? Quantify.

(v) Is the quantity to which the entrant has committed optimal? Compute and explain.

(vi) What is the optimal quantity that the entrant should commit to import?
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